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FI exi bl e approach on bank nergers a wel cone nove

Ani ta Gabri el

THE consol i dation progranme for the country's financial services industry,
like all plans ainmed at initiating a fundanmental transformation, has drawn
positive as well as negative feedback

And li ke all big plans, even the best concei ved ones, adjustnents and
finetuni ng are bound to be made as t he process of inplenentation get under
way, not | east because circunstances change and newissues will ari se.

In the case of the decision to merge the country's 58 existing financi al
institutions, when the announcenent was first nmade by Bank Negara

Mal aysia, it did seema bit rigid that there be only six core groups to
emerge fromthe exercise, and this to be effected within a seven-nonth
peri od.

Inlate July, Bank Negara had stunned the financial community by

accel erating the consolidation of the industry and set key deadlines to
ensure an orderly merger process which was to be wrapped up by next April
The cooperation of the entire industry was secured and the first
deadl i ne, Septenber 30, for banks to sign merger nmenoranduns of
under st andi ng (MOUs) was confortably net.

However, the biggest of the challenges still Iie ahead. And it is partly
inrecognition of this that the Governnment has indicated it is prepared to
be nore flexible with regards to the nunmber of anchor banks, their
selection, the partners involved as well as when the exerci se shoul d be
conpl et ed.

There had been tal k of di sappoi nt ment anbng a nunber of banks for not
bei ng sel ected to serve as anchors, and to their credit they had continued
to cooperate and had gone ahead to sign nmerger MOUs.

The stock market, ultra sensitive as it is, had seen share prices of
certain banki ng stocks easing on uncertainties about the conpani es. But
all this changed some two weeks ago, when Prinme M nister Datuk Seri Dr
Mahat hi r Mbhamad was quoted i n London as sayi ng that the nunber "six" was
an arbitrary one.

On Tuesday, the Prime Mnister confirnmed that i ndeed there can be "maybe
nmore, maybe | ess” core banki ng groups, and the banks can work out the
nergers thensel ves.

The inportant thing is that the i ndustry has been gal vani sed to

consol idate, whichis asignificant step forward consi deri ng previ ous
calls had largely fallen on deaf ears, according to Dr Mahathir. And
deadl i nes are fine, but not when they are pursued to the detrinment of the
i ndustry.

Anal ysts are generally in support of the nore flexible approach, but
stressed that the process nust continue to be closely nonitored so as to
avoi d any backtracki ng.

"The central bank's role was to herd the banks towards nergers and

consol idation and this has been achi eved," Credit Suisse First Boston
Sout h- East Asi an chi ef economi st P. K Basu said.

The new approach appears to be based on the fact that the next big

hurdl e in the merger process is funding as well as pricing.

"When smal | banks buy bi g ones, the ability to pay becones an i nportant

i ssue," he said.

An i ndustry observer agreed.

"Banks not sel ected as anchors may want to cash out conpletely and if
they do not get the right price, or good value in their opinion, they can



contest and hold up the process, " he said.
"It is better this way as it nmeans all owi ng partici pants (bankers) to
decide who they would like to merge with and to take into account the
partners' respective strengths and weaknesses rat her t han bei ng grouped
together arbitrarily," SG Research vice-presi dent Gan Ki m Khoon sai d.
However, the authorities must guard agai nst the process | 0sing nmomentum
now that there is | ess pressure placed on the banks to nmerge. Wrse, the
entire progranmme coul d becone stym ed by bi ckeri ngs anong prospective
partners over pricing.
On the part of the banks, they shoul d appreci ate the opportunity offered
themto work things out anong t hensel ves, and not take advant age of the
situation to scuttle the process in pursuit of their own agendas.
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